CITY AND COUNTY OF SAN FRANCISCO 


OFFICE OF THE CONTROLLER 



Ben Rosenfield 
Controller 

Monique Zmuda 
Deputy Controller 


MEMORANDUM 


TO: 


FROM: 


CC: 


Mayor Edwin Lee 

Members, San Francisco Board of Supervisors 

Controller Ben Rosenfield 

Kate Howard, Mayor’s Budget Director 

Starr Terrell, Mayor’s Office 

Brian Cheu, Mayor’s Office of Housing 

Dave Curto, Human Services Agency 

Tracy Fong, First 5 San Francisco 

Maureen Gannon, Sheriffs Department 

Laura Mo ye, Department of Children, Youth & Their Families 

Marcellina Ogbu, Department of Public Health 

Carol Sacco, Department on the Status of Women 

Amy Wallace, Office of Economic & Workforce Development 

Peg Stevenson, City Performance Director, Controller’s Office 
Greg Asay, Performance Analyst II, Controller’s Office 

Citywide Nonprofit Monitoring Program Steering Committee 


DATE: May 10, 2012 


SUBJECT: Joint Monitoring by City Agencies of Community-Based Non-Profit 

Organizations; Status Designation and Findings 


The Controller’s Office coordinates a citywide effort to conduct fiscal and compliance 
monitoring of non-profits and community-based organizations that have city contracts. In 
this effort, the largest city departments conduct monitoring jointly so that it is done once, 
done efficiently, and uses consistent standards and methods. This program has been in place 
since 2005 and now covers 126 non-profit providers with an aggregate $382 million in city 
funding. 

As an outgrowth of its joint monitoring work the city initiated a Citywide Nonprofit 
Corrective Action Policy in 2011. The policy is intended to encourage nonprofit 
accountability, compliance with government funding requirements and reliable service 
delivery for San Francisco residents. It ensures that the City as a funder acts appropriately 
when a non-profit is failing to meet criteria, and that the non-profit works to correct 
deficiencies. As part of this policy, the city may place non-profits in an “elevated concern” or 
a “red flag” status category if the organization meets specified criteria and does not respond 
to the City’s efforts to bring it into compliance with contract standards. 
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City departments can designate elevated concern or red flag status to a nonprofit organization 
for fiscal, compliance, or programmatic reasons. Nonprofit organizations designated with 
either elevated concern or red flag status due to fiscal or compliance reasons are not eligible 
for new or renewed City funding. Nonprofits on elevated concern status for program-related 
reasons will be less competitive in Requests for Proposal (RFP) scoring processes. 

1. "Elevated concern” status occurs when a nonprofit has not done any or all of the 
following by City department deadlines: 

• Responded to the City’s request for monitoring documents; 

• Responded to the City’s request for corrective action; 

• Provided a corrective action plan that is acceptable to the City; 

• Complied with the implementation of its corrective action plan. 

2. Red flag” status is tor service providers at imminent risk of being unable to perform 
services per their agreement. The designation can only be determined by City 
department or division heads. In a red flag status situation a department head also 
prescribes specific corrective action. 


Per the Citywide Nonprofit Corrective Action Policy, the Controller’s Office will regularly 
collect and report information from City departments on nonprofit contractors designated 
with elevated concern or red flag status. 

As of May 2012 just two organizations are on red flag status — these are The Ark of Refuge 
and Visitacion Valley Community Center. At this time there are no nonprofit agencies that 
are on elevated concern status. 

The FY 2012 fiscal and compliance monitoring is currently in progress. The Controller’s 
Office will gather updates and report additional findings and status updates at the conclusion 
of that process — we estimate that these updates will be available in August 2012. 


Findings of the Joint Monitoring Process 


The Controller’s Office develops performance information using the City wide Fiscal and 
Compliance Nonprofit Monitoring Program. Attachment A is a table showing non-profit 
agencies that had the highest number of monitoring findings in FY2011 and/or repeated 
monitoring findings through the program in FY09-10 and FY 10-11. In general, repeated 
findings raise a concern that a non-profit does not have the organizational capacity to correct 
deficiencies and/or the leadership of the agency is failing to act on known important issues of 
financial management, governance, compliance reporting or other core factors. The findings 
signal serious organizational problems that jeopardize an organization’s ability to provide 
effective and sustainable services to residents in need. City departments and the Controller’s 
Office continue to work with these agencies to correct monitoring findings and to strengthen 
them overall. 



Memorandum 


Page 3 


The following eleven nonprofit contractors (in alphabetical order) are those that had the 
highest number of monitoring findings during the City’s 2010-2011 monitoring season. 
Please see Attachment A for details. 

• The Ark of Refuge 

• Asian Pacific Islander Legal Outreach 

• Booker T. Washington Community Services Center 

• Brothers Against Guns Inc. 

• Ella Hill Hutch Community Center 

• Network for Elders 

• Samoan Community Development Center 

• San Francisco Housing Development Corporation 

• Tenderloin Health 

• TURF 

• Visitacion Valley Community Center 1 


cc: Bishop Yvette A. Flunder, The Ark of Refuge, Inc. 

Dean Ito Taylor, Asian Pacific Islander Legal Outreach 

Patricia Scott, Booker T. Washington Community Services Center 

Shawn Richard, Brothers Against Guns 

Howard Smith, Ella Hill Hutch Community Center 

Betty Williams, Network for Elders 

Patsy Tito, Samoan Community Development Center 

Regina Davis, San Francisco Housing Development Corporation 

David Fernandez, Tenderloin Health 

Kim Mitchell, TURF 

William Thomason, Visitacion Valley Community Center 


Attachments: 

A. Table of monitoring findings from Fiscal Year 2010 and Fiscal Year 2011 

B. City wide Nonprofit Corrective Action Policy 


1 Three of the listed agencies - The Ark of Refuge, Ella Hill Hutch Community Center, and Visitacion Valley Community Center 
longer receive City funding. In addition. Tenderloin Health closed April 6. 
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City and County of San Francisco 
Citywide Nonprofit Corrective Action Policy 


I. Department Policies on Corrective Action 

Definition - Corrective action by City departments is required when a nonprofit has failed to 
demonstrate compliance with performance/ monitoring standards laid out in the scope of work 
included in the agreement between the City and nonprofit service provider. This includes the 
inability to provide requested documentation within a required timeframe. A clear corrective 
action process is necessary to ensure nonprofit accountability, compliance with state and 
federal funding sources, and regular service delivery for San Francisco residents. 

Requirements - All City departments should have written policies and procedures on nonprofit 
corrective action consistent with sections ll-V below. These should include documented 
response and follow up to monitoring findings, maintenance of a list of nonprofits on “elevated 
concern” and “red flag” status, as well as a process for following up nonprofits with such status. 
In addition, departments should not provide additional funding to nonprofits that have elevated 
concern or red flag status, and de-funding may be appropriate in cases of red flag status, at the 
discretion of the division/ department head. In all cases of corrective action, City departments 
should consider technical assistance as well as dialogue with nonprofit executive directors and 
board of directors to assist nonprofits to come into compliance. 

Oversight and reporting - The Controller’s Office will maintain and distribute a citywide list of 
nonprofits of elevated concern and red flag status. The Controller’s Office will also periodically 
review / audit departments’ internal controls and compliance with citywide standards on 
nonprofit corrective action. 


II, Standard Monitoring and Corrective Action Process 

Performance standards and monitoring - All City departments are responsible for providing 
risk-based monitoring and oversight to nonprofits in receipt of their funding. This includes fiscal, 
compliance, and programmatic aspects. Performance and monitoring standards as well as 
reporting deadlines should be clear and reasonable in all City grants and contracts. In addition 
to standard monitoring assessments, City departments should make as-needed site visits or 
inquiries to follow up issues of concern that may arise. 

Documentation - City departments should document all monitoring activities in writing to the 
nonprofit service provider, including when a monitoring assessment is conducted and no 
findings are identified. City departments should document the need for corrective action on 
program, fiscal, or compliance concerns in writing to the nonprofit service provider. This 
documentation should take place within one month of the monitoring assessment and should 
include a letter which lists monitoring findings, states the corrective action needed, and sets a 
one month deadline for required response from the nonprofit. Note that the nonprofit need not 
necessarily remedy all issues identified within one month, but the nonprofit must respond with a 
corrective action plan deemed reasonable by the City within that timeframe. This corrective 
action plan must also include a timeline for full implementation that the City deems reasonable. 
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Verification of compliance - Once received, department staff should review the nonprofit’s 
corrective action plan and any other associated documentation to verify that the stated actions 
have/ will result in solving the identified problems in a reasonable timeframe. Within one month 
of receiving the nonprofit’s corrective action plan, if the City department is satisfied with the 
corrective action plan, the City department should notify the nonprofit in writing that the nonprofit 
is now in compliance so long as the corrective action plan is implemented as prescribed. The 
City department must take responsibility for any needed monitoring of the implementation of the 
corrective action plan. 

Dialogue with nonprofit - The City department should hold meetings and dialogue with the 
nonprofit’s leadership, including executive committees of boards of directors, as needed and 
appropriate to help make progress towards corrective action. 

Technical assistance - The City department should consider whether technical assistance is 
appropriate in assisting the provider to come into compliance. For fiscal and compliance 
technical assistance, contact the Citywide Nonprofit Monitoring and Capacity Building Program 
facilitated by the Controller’s Office. 

Nonprofits funded by more than one City department - For nonprofits that are funded by 
more than one City department and are part of the citywide monitoring shared monitoring pool, 
City departments should follow the standard corrective action policies and procedures laid out in 
the Controller’s Citywide Monitoring Guidelines 

(http: //www. sfcontroller.org/Modules/ShowDocument. aspx?documentid=1 370) 

Late response to corrective action - If a nonprofit is late in responding to a monitoring report 
letter from the City, the City department should follow up via phone, document this in a follow up 
letter, and set a new deadline of ten business days for response. If a response is still not 
received in this timeline, a warning letter should be sent stating that the nonprofit will be placed 
on elevated concern status unless there is a response within ten additional days. If a response 
is still not received, the nonprofit should be given “elevated concern” status. 

Unsatisfactory response to corrective action - Once received, if the City department is not 
satisfied with the nonprofit’s corrective action plan, as soon as possible and within one month, 
the City should write a letter to the nonprofit to address these concerns and provide a 
reasonable timeframe of ten business days to one month for the nonprofit to amend and 
resubmit the plan. However, if the City is still not satisfied with the nonprofit’s response, the City 
department should notify the nonprofit within ten business days and place the nonprofit on the 
department’s elevated concern list. 

Noncompliance with corrective action - If the nonprofit does not comply with their corrective 
action plan without providing in advance a written explanation deemed reasonable by the City, 
the City department should place the nonprofit on the elevated concern list. 
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III. 


Elevated Concern Status - Designation 


Definition - Elevated concern is a status designated by the City to a nonprofit when the 
nonprofit has not successfully completed the standard correction action process (section II 
above). Elevated concern status occurs when, in a timely fashion, the nonprofit has not: 

• Responded to the City’s request for corrective action 

• Provided a corrective action plan that is acceptable to the City 

• Complied with the implementation of their corrective action plan 

Responsibility - In instances of multi-department funding, the City should designate a lead who 
will be responsible for coordination and information sharing with other department funders. City 
departments should issue letters and hold meetings jointly. 

Documentation - Once a nonprofit is designated as being of elevated concern, the City should 
notify the nonprofit of this in writing as well as the process for removal from this status. The 
nonprofit should be notified that they will be less competitive for new grants or contracts from 
the City until they are again in compliance, and will not meet the minimum qualifications for new 
grants or contracts until they are in compliance on all standard fiscal and compliance corrective 
action elements. The nonprofit’s executive committee of the board of directors should be 
copied on the communication. 

De-designation - The nonprofit should remain on elevated concern status until the nonprofit 
has provided a satisfactory corrective action plan and fully implemented it, or partially 
implemented the plan to the satisfaction of the City department(s) in question. The City should 
make a written response to the nonprofit within one month when a nonprofit re/ submits a 
corrective action plan and/or updates on implementation progress. The City’s response must 
include either a de-designation of elevated concern status or a clear road map as to the steps 
the nonprofit needs to take so that the City will remove the status. The City should continue to 
dialogue with the nonprofit leadership, including the board of directors, to make progress on 
corrective action and should consider technical assistance, as appropriate. 


IV. Red Flag Status - Designation 

Definition - Red flag status occurs when a nonprofit is a critical service provider at imminent 
risk of being unable to perform services per their agreement, or unable or unwilling to engage in 
required corrective action. Red flag status can occur regardless of whether or not a nonprofit 
already has elevated concern status. A nonprofit is a critical service provider when it is the only 
or one of the only nonprofits that provide a critical service/ level of services in the City, has a 
critical and unique cultural competency, and/or has important licenses or facilities that are 
otherwise difficult to attain. 

The following issues can lead to red flag status: 

• Cash flow inadequate to ensure successful delivery of services 

• Invoicing consistently and significantly inaccurate and / or late 

• Inability to produce basic financial documents such as global budget, cost allocation 
plan, balance sheet, and profit and loss statement 
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• Payroll tax forms not submitted for more than one quarter 

• Significantly low units of service; far below needed outcome/ output measurements 

• Executive Director or CFO turnover resulting in governance and management problems 

• Critical safety and legal concerns 

• Licensing or facilities problems threatening continued delivery of service 

• State/ federal investigations or serious audit results 

• Proven, recent cases of fraud or discrimination 

• Significant unresolved client complaints 

Responsibility - A City department/ division head indicates when red flag status is appropriate 
and is responsible for associated decision-making and coordination. In instances of multi- 
department funding, the City should designate a lead who will be responsible for coordination 
and information sharing with other department funders. City departments should issue letters 
and hold meetings jointly. 

Documentation - When a City department/ division head designates a nonprofit with red flag 
status, s/he should in writing inform the nonprofit of the issues, specific requested corrective 
actions required, and the deadline for completion of each action item. The City’s letter should 
also lay out funding consequences for noncompliance with the requested actions. The 
nonprofit’s executive committee of the board of directors should be copied on the 
communication and given an opportunity to contest the designation if they disagree with the 
factual basis for the department's determination that red flag status is warranted. Note that 
those City departments that provide contracts, not grants, to nonprofits must take disciplinary 
action per the default provisions in the contract. This includes providing the nonprofit with 
appropriate notice and an opportunity to cure as specified in the default and termination 
sections of the contract. 

De-designation - The nonprofit should remain on the red flag status list until the nonprofit has 
fully implemented the requested corrective action, or partially implemented corrective action to 
the satisfaction of the City department(s) in question. The City should make a written response 
to the nonprofit within one month when a nonprofit sends a letter demonstrating their 
implementation of corrective action. The City’s response must include either a de-designation of 
red flag status or a clear road map as to the steps the nonprofit still needs to take so that the 
City will remove the status. The City should continue to dialogue with the nonprofit leadership, 
including the board of directors, to make progress on the implementation of corrective action 
and should consider technical assistance, as appropriate. 

De-funding - De-funding is a possible ultimate sanction for nonprofits that are out of compliance 
with the City's grant and contract conditions and on the red flag status list, at the discretion of 
the department/ division head(s). It is important that prior to de-funding a nonprofit, the 
department allow the nonprofit to present any evidence of their compliance, should the nonprofit 
contend that the department's underlying determination of deficiencies is erroneous. Note that 
those City departments that provide contracts, not grants, to nonprofits must take disciplinary 
action per the default provisions in the contract and defunding may require termination of the 
contract. Termination for default requires that the nonprofit be given appropriate notice and an 
opportunity to cure the contract breach. 
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V. 


Elevated Concern and Red Flag Status - Department Responsibilities 


Identification of alternative service providers - City departments should identify appropriate 
alternative service providers immediately upon designation of a nonprofit to either elevated 
concern or red flag status. If existing agreements or pre-qualified nonprofits cannot 
accommodate the service delivery need, the City department should undertake a solicitation 
process to procure needed services. 

Dialogue with nonprofit leadership - The City department should hold meetings and dialogue 
with the nonprofit’s leadership, including the executive committee of the board of directors, as 
needed and appropriate to help make progress on corrective action. The department must also 
provide the nonprofit's leadership with a reasonable opportunity to respond to the department's 
determination that serious deficiencies exist which warrant implementation of a corrective action 
plan. 

Technical assistance - The City department should consider, on a case-by-case basis, 
whether technical assistance is appropriate and necessary in assisting the provider to come into 
compliance. For guidance, tools, and resources on fiscal, governance, and compliance 
technical assistance (regardless of whether the nonprofit is funded by multiple City departments 
or just one), contact the Citywide Nonprofit Monitoring and Capacity Building Program facilitated 
by the Controller’s Office. Departments should develop protocols for evaluating and delivering 
programmatic technical assistance. 

Elevated concern and red flag list - All departments should keep an ongoing list of those 
nonprofits with elevated concern and red flag status and the reason(s) why, as well as regularly 
notify their commissions/ oversight bodies. Departments should also provide these lists to the 
Controller’s Office on a quarterly basis, and the Controller’s Office will distribute a consolidated 
list citywide, including the Mayor’s Budget Office and Board of Supervisors. 

Funding limitations - Departments should not renew or provide additional funds to a nonprofit 
with red flag or elevated concern status that is due to fiscal or compliance concerns (the 
monitoring elements in the citywide nonprofit monitoring form - http://www.sfcontroller.org/ 
Modules/ShowDocument.aspx?documentid=1368). Note that nonprofits on the list strictly due 
to programmatic reasons (e.g., low units of service delivery, concerns with quality of service), 
are still eligible to apply for additional City funding, but will not receive the highest possible 
points in RFP/Q rating systems (see next paragraph). City departments should include 
minimum Qualifications in their solicitations that nonprofits must be in “good standing” and in 
compliance with the City, if they have had prior funding from the City . Nonprofits that have not 
submitted an approved corrective action plan (e.g., those nonprofits on the elevated concern/ 
red flag status list) on fiscal and compliance elements are not in good standing and thus will not 
meet the minimum qualifications required to be eligible for new grant or contract awards. City 
departments should review the elevated concern/ red flag status list and perform appropriate 
due diligence in the scoring process and before awarding a grant or contract. 

Incentives for good performance - In order to provide incentives for good performance, 
departments are encouraged to include the opportunity for nonprofits applying for City funding to 
describe their ability to successfully comply with the City’s fiscal and compliance standards, and 
to award points in this regard as part of the RFP scoring system, if appropriate and in alignment 
with the department's solicitation procedures. Departments should also consider providing a 
similar opportunity for nonprofits that have in the past over performed on their grants/contracts 
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and/or come in under cost, or did not receive any monitoring findings. City departments should 
balance the usefulness of such incentives with the administrative burden posed to the 
department to implement them. 

Whistleblower referral - In cases of suspected/ alleged fraud (as opposed to fiscal 
mismanagement) City departments should contact the Controller’s Office Whistleblower 
Program - www.sfqov.org/controller/whistleblower 


HRC referral - In cases of suspected/ alleged discrimination, City departments should contact 
the Human Rights Commission. 

Vendor debarment - In cases of egregious misconduct, City department heads should pursue 
debarment against any City-funded nonprofit who engages in any willful misconduct with 
respect to any City bid, request for qualifications, request for proposals, purchase order and/or 
contract. This includes failure to comply with grant/ contract terms, unexcused delays, poor 
performance, and providing false information. Debarment requires a hearing at which the 
vendor can be represented by an attorney and present facts and evidence refuting the 
department's allegations of misconduct. The Controller’s Office will include debarred nonprofits 
on the nonprofit elevated concern and red flag status list, and currently posts them on the 
internet (http://www.sfqov.org/site/controller index. asp?id=2841 2 ). See Chapter 28 of the San 
Francisco Administrative Code for more information. 

Grievances - Departments should inform their nonprofit service providers about their dispute 
resolution procedures as well as that of the Nonprofit Review/ Appellate Panel: 

http://sfqsa.org/index. aspx?paqe=379 
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APPENDIX - CITYWIDE CORRECTIVE ACTION POLICY: SUMMARY OF KEY POINTS AND TIMETABLE 
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